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We have considered your application for exemption under section
$01(c)(9) of the Internal Revenue Code,

The information furnighed shows that wou are a trust formed on

H B >y the city of (the "City") to provide
health and welfare benefits for employees of the City and certain mem-
bers of their families. The Trust was establshed to provide a single
finanoing vehicle for all employee benefits available to employees of
the City and to ensure that any surplus monies would he used only for
employee benefitm and not for general operating expenses of the City,
None of the benefits are provided as a result of a collactive bargaining
agreemont hetwean the employees and the City. A total of approximately
[l errloyees ware covered as of date of filing.

Workmen's compensation and unemployment compensation benefits pro-
vided by the Trust are fally paid by the City. Health insurance and long-
‘term disability berefits are funded ] percent by the city and ] percent
by the employee. Life insurance is generally funded . percent, except
for certain optional extra amounts,

Sasction 8501 (c)(9) of the Code provides for the examption from fedaral
income tax of voluntary employees' beneficiary associations (VFBA) providing
for the payment of life, sick, accident, or other benafita to the members of
such assoclation or their dependents or designated benaficiaries if no part
of the net earnings of such associetion inures (other than through such pay-
rents) to the benefit of any private shareholder or individual,

Section 1,501 (¢)(9)-1 (¢c) of the Inceme Tax Requlations provides that
in order to be described in section 501 (c)(9) of the Code an organiration
mist ha operatnd for the purposes of providing "life, sick, accident or
othar benefita™ to its mambers or others specified in the statute, If an
oraanization cperates in substantial part for any other purpose, it is not
described in that section. This generally means that if one benefit of a
VEBA fails to qualify under section 501 (c)(9) the entire plan will fail.

Section 1,501 (c)(9)~3{c) of the regulations defines sickneas and ac-
cident benefits am including "an amount paid to a member is lieu of income
during a period in which the member is unable to work due to sickness or

injury."
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Saction 1,501 (e)(9)-1(n) of tha requlations atates that, in pro-
viding exanples of other benefits, that:

Except to the axtent othervise provided ‘n these regyulations, as
amended from time to tome, "other banefits® alse include any bsne-
fit provided in the manner permitted by paragraphs (5) et seq. of
section 302(c) of the Labor Management Relations Act of 147, 61
8tat. 136, as amended, 29 11.8.C., 186(c) (1979).

However, the abhove provision only applies to plans or benefits that are
collactivaly bargained, S3ee Supplemsntary Information to T.D. 7750,
19”1 “1 C.R. 338.

Rev, Rul, 74-18, 1974-1 C.R, 139, discusses an aggociation that was
formed to provide workmen's compensation benefits to all employees of a
specific employer, The association processes and pays claims for wormen's
compensation benefita, The state in which the organization oparates im=
posas an ohligation on all employers to ray such benefits, The employer
remaina ultimately liable for all claims arising under the workmen's
compensation statutes, Thug, the ruling held that the hbenefit does not
constitute a prorer employee benefit within the meaning of section 501 (¢)(9)
because it merely ensurea the discharge of an oblication already imposed
by statute upon the employer,

According, based on all the factg and circumstances, we conclude that
providing workman's compensation 4does not constitute a parmisgible active
ity under section 501 (c)(9) of the Code, even though it would be nlassified
as an "other benefit” under section 1.501(c)(9)-3(c) of the regulations.

It is for the benafit of the City, not the employees. See Rev. Rul. 74~
18, Supra. The fact that it is only one of several permissibls benefits
would not be daterminative, It would cuonstitnte more than a substantisl,
{.e., de mininias, part of the Trust'as activities since it is continuous
and amounts to at least 15 percent of total sctivities, See nection
1.501 () (9)=1 (e¢) of the regulations,

You hava a2 right to protest this ruling if you believe it ig incore-
rect. To protest, you should sulmit a8 statement of your views, with a
full explanation of your reasoning. This statement, signed by one of
your principal officera, must ba submitted within 30 days from the date of
this letter. You also have a right to a conference in this office after
your statement is submitted, You must reguest the conference, if you
want cne, vhen you file your protest statement., If you are to he repre-
gsented by someone who is not one of your principal officers, that person
will need to file a propar power of attorney and otherwise qualify under
our Conference and Practices Procedures,

I1f we do not hear from you within 30 days, this ruling will become
finsl and copies of it will be forwarded to your key District Director,
pallas, Texas, Thersafter, any questions about vour fedaral income tax
status or the filing of tax returns should be addressed to that office.
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When submitting additional letters with respect to .thig case to the

Internal Revenus Sarvice, you will expedite their rece lacing the
following symbols on the envelope: i .ﬁ These

symbols do not refer to your case but tather to its location,

Sincerely yours,

Chief, Exempt Organizations
Rulings Branch
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